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ALGERIA: KEY ECONOMIC INDICATORS 


(Money values in millions of dollars except where noted) 








% Change 
1976 1977 1978 77-78 





Gross Domestic Product (GDP) 27,125 20,475 24,600 20: 
Real GDP (1974 Prices) 145573 15,666 LigtoD 
Resident Population (millions) 16.4 16.9(1) 17.4 
GDP per capita (dollars) 1,044 Zae 1374 


GDP by Sectors (% of total GDP) 
Hydrocarbons s : Zo ow! 
Construction “ ; V352 
Manufacturing ° 6 10.9 
Agriculture ; ¥ 6.9 
Transport, commerce, & services 20. wAi, 23.0 


Private Consumption 7,967 9,720 11,693 
Gross Fixed Capital Formation 7,790 95837 125.290 
As % of GDP. 4D. o% 48.0% 49.8% 


Balance of Payments 
Exports (f.o0.b.) 3,00. 6,02: 5,803 


Exports to U.S. (f.a.s.) 2,209 3,065 3,482 
Imports (f.0.b.) 51k 6,883 6,100 


Imports from U.S. (f.a.s.) 487 527 374 
Service Receipts 780 800 800 
Service Payments 2,268 2,800 3,280 
Transfers (net) 400 400 400 
Current Account -682 -3,058 -3,377 
Capital Account 1,733 2,107 2,900 


Money and Quasi Money (% of GDP) 63.8% 66.4% 68.9% 
Disbursed External Debt (year end) 6,047 8,180 2363 
Foreign Exchange Reserves (year end) 1,676 1,588 1,879 
Debt Service 845 1,143 1,656 
Debt Service (% of Exports) 15.2% 19.02% 28.5% 
Terms of trade (1973 = 100) 155.9 163.7 161.2 


Government Accounts 
Capital Expenditures ght. 2,912 35550 193 
Current Expenditures 3,650 3,962 Ao 14.9 
Current Revenue 6,048 6,978 8,139 16.6 


Crude Oil Production(2) 384 410 438 6.8 
Crude Oil Price(3) 12.85 14.40 14.40 0.0 
Natural Gas Production(4) 8.5 8.3 LA 69.9 
LNG Exports(5) 5.2 4.0 6.4 60.0 
NOTES: Figures not always consistent because of differing sources. Algerian data 
have been converted at 1 DA=$0.25 for all years. (1) Census figure. (2) Millions 
of barrels, includes condensates. (3) Dollars per barrel, January. (4) Billions 
of cubic meters. (5) Billions of cubic meters of gas equivalent. 








SUMMARY 









Algeria's gross domestic product reached $24.6 billion ($1,374 per capita) in 
1978. Real GDP increased about 9 percent, following a growth of 7.8 percent in 
1977. The resident population was 17.4 million, and the rate of population 
growth was a high 3.2 percent. Unemployment was estimated at 10 percent of the 
non-agricultural labor force, but total employment was only about half of the 
U.S. rate. Despite price controls and subsidies for basic foodstuffs, inflation 
was high and accelerating. 













Production of crude oil and condensate was 57.2 million metric tons in 1978. 
Production of crude is expected to decrease, but production of condensate, 
liquefied petroleum gas (LPG) and liquefied natural gas (LNG) should increase 
substantially in the years ahead. New LNG plants are coming on stream and will 
result in greatly increased gas exports. These are expected to build up to 

a level of 54 billion cubic meters a year by the mid-1980's and to produce 
annual export earnings (1979 prices) of over $4 billion. 









Manufacturing has received heavy investments in recent years but is suffering 
from a lack of skilled manpower and is operating well below design capacity. 
The government is placing less emphasis on investment in new manufacturing 
facilities and more on increasing efficiency and productivity in existing 
plants and on housing and infrastructure. Agriculture and water resources have 
been neglected sectors but are expected to receive more attention in the next 
Development Plan. Mining contributes little to GDP but offers significant 
potential for the future. Total investment is expected to remain high, particu- 
larly in hydrocarbons. 











Exports were about $5.8 billion in 1978, with the U.S. by far the largest 
customer. Imports were some $6.1 billion, with France still the largest 
supplier. The services deficit was about $2.5 billion, and the current account 
deficit close to $3.4 billion. Net capital imports were about $2.9 billion. 
Disbursed external debt reached $12 billion and the debt service ratio about 

28 percent. 









The United States bought over half of Algeria's crude oil in 1978 and is a 
major customer for Algerian LNG. The Algerian market is expected to grow and 
will offer important opportunities for suppliers of food, capital equipment 

and transportation equipment, as well as for contracting and consulting 

services and financing. U.S. firms should expect to deal only with the 

government or the national companies in this socialist economy and are encouraged 
to consult with the Departments of State and Commerce and with the Embassy in 
Algiers and the Consulate in Oran about the opportunities as well as the 

pitfalls of doing business in Algeria. 












CURRENT ECONOMIC SITUATION AND TRENDS 









The Algerian Government does not publish estimates of gross national product 
(GNP) or real gross domestic product (GDP). Nominal GDP has been estimated at 
$24.6 billion ($1,374 per capita) for 1978, up 20 percent from 1977. One 






ENGL, 0102 
ALGIERS A--063 
4 


reliable outside source estimates real GDP growth at 4.3 percent in 
1975, 190.4 percent in 1976, 7.8 percent in 1977, and 9 percent in 

1978. Although the Development Plan for 1980-84 has not been published, 
a growth rate of about 9 percent is expected for the next few years. 


The February 1977 census put the resident population at 16.9 million, 
the birth rate at 4.6 percent, the death rate at 1.4 percent, and the 
rate of population increase at 3.2 percent, one of the highest in the 
world. More than half of the population is under 18, and the labor 
force, including a million part-time farm workers, is consequently 
small. The government estimates the total residert labor force at 3.6 
million -- including 1.6 million in agriculture and 200,900 (10 percent 
of the non-agricultural labor force) unemployed. Only 20 percent of the 
resident population is employed full or part time (less than half the 
U.S. rate), although 490,900 Algerians are employed abroad, mostly in 
France. 


The money supply (including quasi-money) seems to be growing faster than 
nominal GDP and is estimated to have reached about 69 percent of GDP. 
The urban consumer price index (covering 256 items) rose 9% in 1975/76, 
12% in 1977, and 17% in 1978. A privately-produced index of prices for 
goods typically consumed by Furopeans shows an even greater inflation 
rate. 


The budget of the Algerian government is normally presented in three 
sections: A budget of current expenditures ($5.12 billion in 1979), a 
budget of capital expenditures ($4.08 billion), and an estimate of 
current revenue ($9.23 billion). The investments planned by the state 
corporations are no longer published in a separate budget. These 
investments ($6.25 billion in 1977) are financed from the corporations' 
own earnings, from external and domestic borrowing, and from government 
subsidies. 


The 1979 current budget is 12.5 percent above that for 1978. The main 
items are transfers to the municipalities (30.4 percent of the total), 
education and scientific research (26.1 percent), defense (11.2 percent), 
and public health (5.9 percent). The increases for the last three of 
these (education, defense, health) exceeded the average 1978/79 increase 
in the current budget. 


. The 1979 capital budget is 13.7 percent above that for 1978. The main 
items are for education ($700 million), urban modernization ($630 
million), housing ($380 million), economic infrastructure ($337 million), 
and water resources ($252 million). The most significant percentage 
increases were for the last three of these (housing, infrastructure 
and water). 


Algeria's reserves of oil and gas have been found to be adequate to 
support an expanded export program for the rest of the century. Proved, 
recoverable reserves are believed to be 7.5 billion barrels of oil, 
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3.4 billion barrels of condensate, 1.8 billion barrels of liquefied 
petroleum gas (LPG), and about 100 trillion cubic feet of natural gas. 
These reserves and the dramatic increases in world energy prices since 
1973 have made hydrocarbons the backbone of the economy. The share of 

oil and gas in total GDP, only 15 percent in 1970, has almost doubled 

and will increase in the years immediately ahead as exports of condensate, 
LPG and natural gas from new facilities begin to grow rapidly. 


Production of liquid hydrocarbons (crude oil and condensate) has been 
close to 50 million metric tons a year for several years. The official 
figure for 1978 is 57.2 million tons, of which about 5% was condensate. 
Crude oil production is believed to have started to decline in 1979, 
but condensate production is rising rapidly and is expected to reach 

a high of 24 million tons per year sometime in the 1980's, before 
declining to 6 million at the turn of the century. Condensate is a 
premium product priced about 5 percent above Algerian crude, which 
itself commands a high price. Algerian crude is a light (API 42 degrees), 
"sweet" (i.e., low sulphur) oil particularly well suited to the U.S. 
market and geographically well placed close to Europe and the U.S. East 
and Gulf coasts. The Algerian price is now (October 1979) $26.27 per 
barrel, up 86% since December, 1978. 


Exports of liquefied natural gas (LNG) were 6.4 billion cubic meters 
(gas equivalent) in 1978 and much more in 1979. These exports should 
increase still more, since Algeria now has 17 billion cubic meters of 
LNG capacity on stream and 25 billion under construction. A natural 

gas (NG) pipeline to Italy, now under construction, should raise export 
capacity to a total of 54 billion cubic meters by 1983. At 1979 prices 
of almost $2 per MMBTU, this represents potential earnings of some 

$4 billion from this source. This should be a major factor in Algeria's 
balance of payments, but much will depend on the ability of the national 
hydrocarbon company (SONATRACH) to put treatment, pipeline, liquefaction 
and transportation facilities on line without excessive delay and to 
operate them at capacity. 


While planning to increase production and exports of condensate and LNG, 
SONATRACH intends to expand production of liquefied petroleum gas (LPG) 

from half a million tons in 1976 to 12 million by 1985. SONATRACH also 

is increasing its refining capacity and is planning to produce ammonia, 
ammonium nitrate, nitric acid, plastics, ethylene, polyethelene, methanol 
and phosphate fertilizers, although the downstream petrochemical industries 
may be given a lower priority in the next Plan than was previously expected. 


The manufacturing sector, largely dedicated to import substitution, has 
been second only to hydrocarbons in the government's development priorities 
in recent years. Heavy investments have been made in steel, non-ferrous 
metals, mechanical and electrical engineering, construction materials 

and light industry such as textiles and food processing. Algeria already 
manufactures some heavy trucks and tractors, and hopes to increase its 
motor vehicle industry. Many of these industries are suffering from a 
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lack of skilled manpower and underutilization, but the government 

is investing large sums in education and training and is expected 

to put special emphasis on improving productivity, rather than on 
building new facilities, in the next Development Plan. The Algerians 
are pushing ahead with planned additions to the El Hadjar steel 
complex and the start of a new steel plant at Jijel (mainly with 
Japanese assistance), but the development of the vast iron ore 
deposits at Gara Djebilet has been postponed. New contracts in the 
manufacturing sector have dropped off in 1979 as the government has 
debated priorities for the 1980-84 Development Plan. 


Agriculture has been a neglected sector, and agricultural production 
has shown few clear trends in recent years. The U.S. Department of 
Agriculture estimates average annual grain (wheat and barley) produc- 
tion at 1.68 million metric tons in the 1971/75 production years. 
Results were better in 1976 and 1977 (2.46 and 1.96 million), but 

still fell far short of consumption (about 3.38 million, or 200 
kilograms per person), while Algerian figures show 1.39 million tons 
produced in 1978. Grain production in 1979 is believed to have been 
average. The trend in production of fruits (other than citrus) and 
vegetables is clearly up, but wine production is now at only about 

half the level of a decade ago and production of other crops is stagnant 
at best. The overall index of agricultural production (1967/70 = 100) 
reached 134 in 1975 but probably fell below that record high in the 
following 3 years. Clearly production is not keeping up with population 
growth. The country's growing wheat imports, averaging 908 thousand 
metric tons per year from 1970 to 1973 and 1.4 million from 1974 to 1976, 
demonstrate the failure to keep pace with population growth. Agricul- 
tural imports cost an average of over $700 million per year in the four 
years from 1973 to 1976. The government is becoming more aware of the 
heavy burden these imports are putting on the balance of payments and 
is said to be planning to put more emphasis on agricultural investment 
in the next Plan. 


Algeria's mineral industry (apart from hydrocarbons) remains a problem 
area, but one showing significant potential. Algeria currently is 
exploiting major deposits of iron, mercury, lead, zinc and phosphates. 
Less significant deposits being exploited include copper, barite, salt 
and some clays and rare earths. Commercial quantities of uranium have 
been discovered in the Hoggar region, and exploitation is expected to 
begin within 2 years. Mineral production has remained reasonably stable 
over the past 10 years, but in some areas production has fallen as 
exploration and development investment has failed to keep pace with the 
exhaustion of previously developed mines. The national minerals company, 
SONAREM, has begun a development program, which should bear fruit in 
the near future, especially in iron ore, lead, tungston, zinc, salt and 
phosphates, as well as uranium. Phosphate fertilizer plant contracts 
have recently been awarded. Approximately 60 percent of Algeria's non- 
hydrocarbon minerals production is consumed locally by the country's 
expanding industries. It has been estimated that exports of these 
minerals contribute $40 - $50 million per year in foreign exchange 
earnings. 
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The next Development Plan (covering the five years 1980-84) is expected 
to give high priority to housing, infrastructure (ports, roads, irriga- 
tion dams, electric power), agriculture, and labor-intensive import 
substitution, while continuing the past emphasis on oil and gas. New 
heavy industry is expected to be given a lower priority, but total 
investment should remain near the exceptionally high current rate of 
almost half of GDP. This high rate of investment has been made possible 
by the government's determination to promote development and by the 
dramatic improvement in the country's terms of trade since 1973. Algerian 
exports now buy about 60 percent more in real terms than they did before 
the oil price windfall, and the country has been able to increase the 
investment rate substantially while still increasing per capita consump- 
tion. The oil price revolution has created opportunities which, if used 
wisely, give Algeria a chance to develop into a modern industrial state, 
even after hydrocarbon production begins to decline sometime in the late 
1980's. 


Algeria ran a visible trade deficit of about $300 million in 1978, 

down from $860 million in 1977. Exports, largely crude oil and LNG, 
went mainly to the U.S. ($3.5 billion in 1978 on an fob basis), Germany 
($835 million), France ($689 million), Italy ($452 million), Spain 
($158 million), and the Netherlands ($118 million). France is still the 
largest supplier to the Algerian market ($1.65 billion on a cif basis 
in 1978), followed by Germany ($1.5 billion), Italy ($917 million), 


Japan ($773 million), the United States ($580 million), and Belgium 
($449 million). 


Algeria typically runs a large deficit in its services account ($1.5 
billion in 1976, $2 billion in 1977, and about $2.48 billion in 1978), 
largely because heavy payments for interest on debt, for transportation 
and for contracting and consulting services far outweigh the some 

$400 million remitted by Algerian workers in France. The services deficit 
normally insures an overall current account deficit, although a surplus 
was recorded in 1974 as one temporary consequence of the oil price wind- 
fall. The current deficit reached about $3.4 billion in 1978 but will 
probably be less in 1979 because of the large oil price increases 
registered this year. 


The current account deficit is normally financed by capital imports, 
entirely in the form of loans and credits, since foreign direct invest- 
ment is not welcome. Gross borrowings have grown steadily, while net 
inflows from borrowing have reached some $2.9 billion (1978 estimate) 

and are expected to average well over $2 billion per year in the next 

few years, when investment in the gas industry will continue to be 
particularly heavy. This will increase total disbursed debt, which reached 
about $12 billion at the end of 1978, to an expected level of about 

$25 billion by the mid-1980's. This will be a heavy burden, but should 

be manageable if the gas export program develops as planned. The debt 
service ratio was particularly high (28% of visible exports) in 1978 

but should be somewhat less in 1979 because of this year's large increase 
in oil prices. 
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IMPLICATIONS FOR THE UNITED STATES 


The United States is Algeria's main trading partner, largely because of 
U.S. imports of Algerian crude oil. These imports amounted to a record 
638 thousand barrels per day in 1978 -- 8 percent of total U.S. imports 
of crude and about 56 percent of Algerian production. The United States 
is also a major market for Algerian LNG, with long term contracts for 
some 17 billion cubic meters per year (1.8 billion standard cubic feet 
per day) signed by U.S. companies and approved by the U.S. authorities. 
By contrast, U.S. exporters have only 7 percent of the $7 billion 
Algerian market, and the U.S. deficit in visible trade is around $3.1 
billion. Algeria likes to balance its trade bilaterally when possible 
and U.S. exporters sometimes find they have an advantage over most 
competitors if they can offer what the market (i.e., the Algerian 
national companies) wants at the right price and on the right terms. 


The main U.S. exports to Algeria have been grains, mechanical handling 
machinery, iron and steel products, construction and mining machinery, 
oil field machinery, motor vehicles, electric power machinery and 
aircraft. U.S. firms have also won large contracts for the construction 
of gas liquefaction plants, gas treatment plants, gas pipelines, elec- 
tronic plants, air compressor plants and irrigation projects, and for 
oil and gas exploration, as well as smaller but still significant 
consulting contracts, particularly in oil and gas. These contracts 
make important contributions to U.S. invisible earnings and partly 
account for the large net deficit in the services account in Algeria's 
balance of payments. 


Algeria's ambitious development plans, its high rate of investment, 

and its prospects for substantially increasing its foreign exchange 
earnings in the immediate future offer excellent opportunities for U.S. 
exporters, contractors and technical consultants, as well as for 
commercial lenders. The hydrocarbon program should be particularly 
attractive in view of the U.S. lead in this field and the huge invest- 
ments ($33 billion to the year 2005, over half of which represents 
foreign exchange costs) that are underway or planned. New manufacturing 
is expected to be deemphasized in the new Plan, but investments in . 
social and economic infrastructure, housing and agriculture should offer 
important new opportunities to U.S. exporters and contractors. U.S. 
contractors should bear in mind that their clients' budgets are often 
subject to constraints imposed by the Ministry of Finance and that 
payments can be delayed. 


The Export-Import Bank calculates its current exposure in Algeria at 
about $1.4 billion, and U.S. private banks have probably loaned even 
more. This lending activity can be expected to continue as long as 
Algeria maintains its good payments record and demonstrates its 
ability to carry out its ambitious gas export program. U.S. firms 
need not look for direct investment opportunities, however, as direct 
foreign investment is not welcome, except for minority participation 
in joint ventures with Algerian national companies. 
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Algerian President Boumediene died in December 1978 and Algeria has 
made a smooth and peaceful transition to a new administration. 
President Chadli Bendjedid has reaffirmed the country's dedication to 
the socialist principles of his predecessor, and no drastic changes in 
economic or foreign policy are expected, although the new leadership 
may point in new directions as time goes by and circumstances change. 


U.S. firms should bear in mind that the Algerian economy is essentially 
socialist and that all foreign trade is transacted by the government 

or the national companies. The use of agents is prohibited by law, and 
suppliers are required to sign an affidavit certifying that they used 
no agents. U.S. companies doing business here must carefully observe 
Algerian tax, customs, currency control and other regulations. The 
Algerian market has certain unique features, and representatives of U.S. 
firms new to the market should call at the Department of State and the 
Department of Commerce before coming to Algeria and at the Embassy in 
Algiers or the Consulate in Oran after they arrive to discuss the 
pitfalls as well as the opportunities of doing business in Algeria. 


* U. S. GOVERNMENT PRINTING OFFICE : 1979-—311-056/211 

















